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Acts declared that 1.88% of all produced oil belongs to the Crown
in right of Saskatchewan.
By virtue of a producing-licensing arrangement, two oil companies were obligated to pay a royalty to the owner of the property; the
sub-lessee deducted 1.88% of his royalty obligation from his payments
under the sublet contract and paid it to the owner. The lessee, being
fully liable on the contract for royalties, paid the owner the difference
of royalty and sued the sub-lessee for that amount.
Interpretation of the two above-mentioned Acts by the Supreme
Court indicated that the ownership of the 1.88% of the "producing
oil reservoir",1 meaning by this 1.88% of the oil produced, was the
sole property of the Crown. The Court ruled that this interest was a
property interest in respect of all of the recoverable oil within the
whole of a producing reservoir, no matter where the oil migrated
to. As a result of this interpretation, the Court found that there
could be no obligation upon the lessee or sub-lessee to pay a royalty
upon that oil which was not the property of the owner and that the
lessee's action failed. M.B.F.
St. Lawrence Petroleum Ltd. et al. v. Bailey SeThurn Oil & Gas Ltd.
and H. W. Bass & Sons, Inc. (1963), 41 D.L.R. 316, [1963] S.C.R. 482.
The issue in this case as it appeared in the Supreme Court of
Canada revolves around the interpretation to be attached to the
phrase "net proceeds of production" as found in a farm-out agreement
between the sub-lessee plaintiffs and the lessee defendants. By the
agreement the plaintiff participants were to enter into the costs of
drilling of a test well upon property leased by the defendant companies
with the defendant doing the drilling, in return for the plaintiff
participants being entitled to share in the "net proceeds of produc2
tion."'
By bringing the wells into production, the defendant companies
were entitled inter alia, to a 25 % interest in the leases. The plaintiffs
contended that "net proceeds of production" included that interest
in the leases.
In interpreting the phrase "net proceeds of production", the
Court found that the defendant companies had never "contemplated
or agreed to the participant (plaintiff) becoming owner of a fractional
interest in the said lands", and that "the effect of clause 10 (b) (net
proceeds of production) cannot do more than confer some intangible
equitable interest in the lands occupied by a producing well in which
'3
the participant had participated.
Hence, the interest which the plaintiffs had, was an interest tied
to the monies derivable from the sale of production.
M.B.F.
1 The Mineral Resources Act 1953 R.S. Sask. c. 47 s. 2(3).
2 Clause 1, paragraph (c) of the agreement of May 18, 1951.
3 36 W.W.R. 167 at 173, report of the Trial Judge, Milvrain, J.

